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Independent Accountants’ Report on Financial Statements
and Supplementary Information

Board of Trustees
Decatur County Hospital
Leon, Iowa

We have audited the accompanying balance sheet of Decatur County Hospital as of June 30, 2006, and
the related statements of revenues, expenses and changes in net assets and cash flows for the year then
ended. These financial statements are the responsibility of the Hospital’s management. Our responsibil-
ity is to express an opinion on these financial statements based on our audit. The financial statements of
Decatur County Hospital as of and for the year ended June 30, 2005, were audited by other accountants
whose report dated September 14, 2005 expressed an unqualified opinion on those statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material mis-
statement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and signifi-
cant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the 2006 financial statements referred to above present fairly, in all material respects,
the financial position of Decatur County Hospital as of June 30, 2006, and its changes in financial posi-
tion and cash flows for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 22,
2006, on our consideration of the Hospital’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial report-
ing and compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in accor-
dance with Government Auditing Standards and should be considered in assessing the results of our audit.

The accompanying management’s discussion and analysis, as listed in the table of contents, is not a re-
quired part of the basic financial statements but is supplementary information required by the Govern-
mental Accounting Standards Board. We and the other accountants have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of measure-
ment and presentation of the required supplementary information in 2006 and 2005, respectively. How-
ever, we did not audit the information and express no opinion on it.
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Our audit was conducted for the purpose of forming an opinion on the Hospital’s basic financial state-
ments. The accompanying supplementary information, as listed in the table of contents, is presented for
purposes of additional analysis and is not a required part of the basic financial statements. Such informa-
tion has been subjected to the auditing procedures applied in the audits of the basic financial statements
and, in our opinion, is fairly stated, in all material respects, in relation to the basic financial statements
taken as a whole. The supplemental information as of and for the year ended June 30, 2005, was audited
by other accountants whose report dated September 14, 2005, expressed an unqualified opinion on such
information in relation to the basic financial statements as of and for the year ended June 30, 2005, taken
as a whole.

/s/ BKD, LLP

Kansas City, Missouri
September 22, 2006



Decatur County Hospital
Management’s Discussion and Analysis

Years Ended June 30, 2006 and 2005

Introduction
This management’s discussion and analysis of the financial performance of Decatur County Hospital (the

“Hospital’) provides an overview of the Hospital’s financial activities for the years ended June 30, 2006
and 2005. It should be read in conjunction with the accompanying financial statements of the Hospital.

Financial Highlights

e Cash, cash equivalents and short-term investments decreased between 2006 and 2005 by $26,501 or
3% and increased between 2005 and 2004 by $425,794 or 73%.

e The Hospital’s net assets increased $322,160 or 7% in 2006 over 2005 and decreased $159,290 or 3%
in 2005 over 2004.

e The Hospital reported operating losses in both 2006 ($276,377) and 2005 ($685,634). The operating
loss in 2006 decreased by $409,257 or 60% over the operating loss reported in 2005 and the loss in
2005 increased by $306,077 or 81% over the operating loss reported in 2004.

e Net nonoperating revenues increased by $72,193 or 14% in 2006 compared to 2005 and increased by
$7,374 or 19% in 2005 compared to 2004.

Using This Annual Report

The Hospital’s financial statements consist of three statements—a balance sheet; a statement of revenues,
expenses and changes in net assets; and a statement of cash flows. These statements provide information
about the activities of the Hospital, including resources held by the Hospital but restricted for specific
purposes by creditors, contributors, grantors or enabling legislation. The Hospital is accounted for as a
business-type activity and presents its financial statements using the economic resources measurement
focus and the accrual basis of accounting.

The Balance Sheet and Statement of Revenues, Expenses and Changes in Net Assets

One of the most important questions asked about any Hospital’s finances is, “Is the Hospital as a whole
better or worse off as a result of the year’s activities?” The Balance Sheet and the Statement of Revenues,
Expenses and Changes in Net Assets report information about the Hospital’s resources and its activities in
a way that helps answer this question. These statements include all restricted and unrestricted assets and
all liabilities using the accrual basis of accounting. Using the accrual basis of accounting means that all
of the current year’s revenues and expenses are taken into account regardless of when cash is received or
paid.



Decatur County Hospital
Management’s Discussion and Analysis

Years Ended June 30, 2006 and 2005

These two statements report the Hospital’s net assets and changes in them. The Hospital’s total net as-
sets—the difference between assets and liabilities—is one measure of the Hospital’s financial health or
financial position. Over time, increases or decreases in the Hospital’s net assets are an indicator of
whether its financial health is improving or deteriorating. Other nonfinancial factors, such as changes in
the Hospital’s patient base, changes in legislation and regulations, measures of the quantity and quality of
services provided to its patients and local economic factors should also be considered to assess the overall
financial health of the Hospital.

The Statement of Cash Flows

The Statement of Cash Flows reports cash receipts, cash payments and net changes in cash and cash
equivalents resulting from four defined types of activities. It provides answers to such questions as where
did cash come from, what was cash used for and what was the change in cash and cash equivalents during
the reporting period.

The Hospital’'s Net Assets

The Hospital’s net assets are the difference between its assets and liabilities reported in the Balance Sheet.
The Hospital’s net assets increased by $322,160 or 7% in 2006 over 2005 as shown in Table 1.

Table 1: Assets, Liabilities and Net Assets

2006 2005 2004
Assets
Patient accounts receivable, net $ 872,527 $ 1,344,004 $ 1,024,206
Other current assets 1,831,024 1,807,823 1,544,060
Noncurrent cash and deposits 2,131,064 1,727,966 1,274,355
Capital assets, net 3.230.583 3.600,138 3.840,510
Total assets $ 8,065,198 $ 8479931 $ 7,683,131
Liabilities
Current liabilities $ 2,030,958 $ 2,507,814 $ 1,272,401
Long-term debt 1,026,739 1,286,776 1,566,099
Total liabilities 3,057,697 3,794,590 2.838.500
Net Assets
Invested in capital assets, net of related debt 1,938,294 2,033,056 2,033,697
Unrestricted 3,069,207 2,652,285 2,810,934
Total net assets 5,007,501 4,685,341 4,844,631
Total liabilities and net assets $ 8,065,198 §$ 8479931 $ 7,683,131




Decatur County Hospital
Management’s Discussion and Analysis

Years Ended June 30, 2006 and 2005

A significant change in the Hospital’s assets in 2006 is patient accounts receivable, which decreased
$471,477 or 35%.

The Hospital’s Home Health program was discontinued on June 30, 2005, but $92,495 of Ac-
counts Receivable from Home Health services remained to be collected. This amount was either
collected or written off before the fiscal year ended June 30, 2006.

Hospital net patient service revenue in 2006 increased 7% over the prior year, excluding Home
Health. There was no significant difference in payer mix between the two years. During 2006,
the Hospital was able to improve billing and collections processes in every financial class except
self pay. Based on a comparison of the last three month’s revenue for each year, which was
within 3%, we estimate that a reduction of seven days in Accounts Receivable reduced total Ac-
counts Receivable by approximately $272,000.

Contractual allowances for Medicare and Medicaid increased during 2006 by $134,315. This is
due to overall decreases in Medicare and Medicaid rates from the previous year.

The allowance for uncollectible accounts decreased $9,955 during 2006 due to a slight improve-
ment in the aging of self-pay Accounts Receivable. Although the self-pay Accounts Receivable
balance was higher than the previous year, the majority of it was in lower aged categories.

Internally designated assets increased by $403,098.

The Hospital accumulated over $400,000 additional cash due to a decrease in Accounts Receiv-
able as well as a positive bottom line. This additional cash was added to internally designated as-
sets.

Net capital assets decreased in 2006 by $369,555, primarily due to depreciation on assets exceed-
ing additions to building improvements and equipment.

In 2005, significant changes in the Hospital’s assets were due to:

An increase of $879,405 in cash and noncurrent cash and deposits.
An increase of $319,798 in patient accounts receivable.

A decrease of $263,763 in other current assets. In 2004, there was a receivable from third parties
of $185,071 and in 2005 there was a liability to third parties.

A decrease of $240,372 for capital assets, net, due to depreciation expense exceeding additions
for capital improvements.



Decatur County Hospital
Management’s Discussion and Analysis

Years Ended June 30, 2006 and 2005

Operating Results and Changes in the Hospital's Net Assets

In 2006, the Hospital’s net assets increased by $322,160 or 7% as shown in Table 2. This increase is
made up of several different components.

e Increased cash reserves resulted in an increase of $49,000 in interest income.
e Maturing long-term debt resulted in a decrease of $25,300 in interest expense.

e The operating loss for 2006 decreased by $409,257 or 60% as compared to 2005. Please see be-
low the explanation for this.

Table 2: Operating Results and Changes in Net Assets

2006 2005 2004
Operating Revenues
Net patient service revenue $ 6929718 $ 7,266,731 $ 7,089,086
Other operating revenues 377,630 320,207 243,252
Total operating revenues 7,307,348 7,586,938 7,332,338
Operating Expenses
Salaries and wages and employee benefits 3,642,951 4,232,566 3,801,544
Purchased services and professional fees 1,515,379 1,486,254 1,483,010

Depreciation and amortization 431,688 461,375 420,596

Other operating expenses 1,993,707 2,092,377 2,006,745
Total operating expenses 7,583,725 8,272,572 7,711,895
Operating Loss (276,377) (685.634) (379.557)
Nonoperating Revenues (Expenses)
Property taxes 583,575 586,062 583,008
Interest income 77,995 28,944 21,173
Interest expense (71,206) (96,505) (100,718)
Noncapital grants and gifts 8.173 7,843 15,507
Total nonoperating revenues 598,537 526,344 518.970
Increase (Decrease) in Net Assets 322,160 $ (159,290) $ 139,413




Decatur County Hospital
Management’s Discussion and Analysis

Years Ended June 30, 2006 and 2005

Operating Loss

The first component of the overall change in the Hospital’s net assets is its operating income or loss—
generally, the difference between net patient service and other operating revenues and the expenses in-
curred to perform those services. In 2006, 2005 and 2004, the Hospital has reported an operating loss.
This is consistent with the Hospital’s recent operating history as the Hospital was formed and is operated
primarily to serve residents of Decatur County and the surrounding area. The Hospital levies property
taxes to provide sufficient resources to enable the facility to serve patients.

The operating loss for 2006 decreased by $409,257 or 60% as compared to 2005. The primary compo-
nents of the decreased operating loss are:

e Medicare audits in 2005 for the years ended June 30, 2004 and 2003 resulted in additional con-
tractual adjustments of $274,031 that the Hospital did not have in 2006.

e The Hospital eliminated the Leon Family Clinic as of March 31, 2005 and the Public
Health/Home Health and Focus as of June 30, 2005. This resulted in the Hospital being able to
reduce full time equivalents (FTEs) from 108 to 105 to 83. The reduction of FTEs resulted in a
corresponding decrease of $589,615 in salaries and wage benefits.

e The three services eliminated at the end of 2005 were reducing the Hospital’s reimbursement un-
der the critical access hospital program.

The operating loss for 2005 increased by $306,077 or 81% as compared to 2004. The primary compo-
nents of the increased operating loss are:

e In 2004, the Hospital employed one physician for four months, for a cost of approximately
$40,000 for salaries and benefits. In 2005, the Hospital employed one physician for two months
and two physicians for six months, for a cost of $229,238, an increase of $189,238.

e Malpractice Insurance for the employed physicians cost approximately $30,000 in 2005 versus
$300 in 2004. The primary reason was due to one doctor’s tail coverage from a previous practice
and the fact that the doctor has an obstetrics practice.

e The Hospital increased wages as a result of wage rebasing that was effective at July 1, 2005, in
addition to increased employee benefits cost of $241,784.

Nonoperating Revenues and Expenses

Nonoperating revenues and expenses consist primarily of property taxes levied by the Hospital, interest
income and interest expense, and grants, all of which remained relatively constant in 2006 as compared to
2005, except for the increase in interest income of $49,051 and a decrease in interest expense of $25,299.



Decatur County Hospital
Management’s Discussion and Analysis

Years Ended June 30, 2006 and 2005

The Hospital’s Cash Flows

Changes in the Hospital’s cash flows are consistent with changes in the operating loss and nonoperating
revenues and expenses in 2006 and 2005, discussed earlier, with one exception. The amounts due to
third-party payers related to cost report settlements decreased $414,025 in 2006 from 2005.

Capital Asset and Debt Administration

Capital Assets

At the end of 2006 and 2005, the Hospital had $3,230,583 and $3,600,138, respectively, invested in capi-
tal assets, net of accumulated depreciation, as detailed in Note 5 to the financial statements. In 2006 and
2005, the Hospital purchased new capital assets costing $78,963 and $222,918, respectively.

Debt

At June 30, 2006 and 2005, the Hospital had $1,292,290 and $1,567,082, respectively, in loans and capi-
tal lease obligations outstanding. The Hospital issued no new debt in 2006 or 2005.

Contacting the Hospital’s Financial Management

This financial report is designed to provide our patients, suppliers, taxpayers and creditors with a general
overview of the Hospital’s finances and to show the Hospital’s accountability for the money it receives.
Questions about this report and requests for additional financial information should be directed to the
Hospital Administration by calling (641) 446-4871.



Assets

Current Assets

Cash and cash equivalents

Short-term investments

Patient accounts receivable,
2006 — $200,735, 2005 —

Property taxes receivable

Other receivables

Supplies

Prepaid expenses

Total current assets

Decatur County Hospital
Balance Sheets
June 30, 2006 and 2005

Noncurrent Cash and Deposits

Internally restricted
Board designated

Land and land improvements
Buildings and leasehold improvements

Major moveable equipment
Construction in progress

Less accumulated depreciation

Total Assets

See Notes to Financial Statements

2006 2005
$ 379,443 1,005,944
600,000 —
net of allowance;
$210,690 872,527 1,344,004
561,070 557,518
23,818 15,017
180,274 185,150
86.419 44,194
2,703,551 3,151,827
2,131,064 1,727,966
161,086 161,086
4,230,657 4,214,586
2,473,661 2,576,924
48.101 34,057
6,913,505 6,986,653
3,682,922 3,386,515
3,230,583 3,600,138
$ 8,065,198 8,479,931




Liabilities and Net Assets

2006 2005
Current Liabilities
Current maturities of long-term debt $ 265,551 $ 280,306
Accounts payable 304,650 324,307
Accrued expenses payable to employees 200,198 232,169
Estimated amounts due to third-party payers 699,489 1,113,514
Deferred revenue for property taxes 561,070 557.518
Total current liabilities 2,030,958 2,507,814
Long-term Debt 1,026,739 1,286,776
Total liabilities 3,057,697 3,794,590
Net Assets
Invested in capital assets, net of related debt 1,938,294 2,033,056
Unrestricted 3,069,207 2,652,285
Total net assets 5.007,501 4,685,341

Total Liabilities and Net Assets $ 8,065,198 $ 8,479,931




Decatur County Hospital

Statements of Revenues, Expenses and Changes in Net Assets

Years Ended June 30, 2006 and 2005

Operating Revenues
Net patient service revenue before provision
for uncollectible accounts
Provision for uncollectible accounts
Net patient service revenue
Other

Total operating revenues
Operating Expenses
Salaries and wages
Employee benefits
Purchased services and professional fees
Insurance
Depreciation and amortization
Supplies and other expenses
Total operating expenses
Operating Loss
Nonoperating Revenues (Expenses)
Property taxes
Interest expense
Interest income
Noncapital grants and gifts
Total nonoperating revenues
Increase (Decrease) in Net Assets

Net Assets, Beginning of Year

Net Assets, End of Year

See Notes to Financial Statements

2006 2005
$ 721665 $ 7,553,036
(286.941) (286.845)
6,929,718 7,266,191
377.630 320,747
7.307.348 7.586.938
2,898,981 3,343,812
743,970 888,754
1,515,379 1,486,254
63,227 97,251
431,688 461,375
1.930.480 1.995.126
7.583.725 8,272,572
(276,377) (685.634)
583,575 586,062
(71,206) (96,505)
77,995 28,944
8.173 7.843
598,537 526,344
322,160 (159,290)
4,685.341 4,844,631
$ 5007501 $ 4,685,341




Decatur County Hospital
Statements of Cash Flows
Years Ended June 30, 2006 and 2005

2006 2005
Operating Activities
Cash received from patients and third parties $ 6,987,260 $ 8,442,604
Cash paid to employees (3,674,922) (4,242,208)
Cash paid to suppliers (3,566,093) (3,509,722)
Other receipts and payments, net 383.920 123,121
Net cash provided by operating activities 130,165 813.795
Non-Capital Financing Activities
Tax appropriations 583,575 586,062
Restricted and unrestricted contributions and grants 8.173 7.843
Net cash provided by non-capital financing activities 591,748 593.905
Capital and Related Financing Activities
Purchase of property and equipment (78,963) (221,003)
Cash received from sale of property and equipment 1,650 —
Principal payments on long-term debt (274,792) (239,731)
Interest payments on long-term debt (71,206) (96.505)
Net cash used in capital and related financing activities (423.311) (557.239)
Investing Activities
Change in noncurrent cash and investments (950,243) 324,230
Purchases of investments (600,000) —
Investment income 77.995 28.944
Net cash provided by (used in) investing activities (1.472.,248) 353.174
Increase (Decrease) in Cash and Cash Equivalents (1,173,646) 1,203,635
Cash and Cash Equivalents, Beginning of Year 1,783,785 580,150
Cash and Cash Equivalents, End of Year $ 610,139 $ 1,783,785

See Notes to Financial Statements 10



Decatur County Hospital
Statements of Cash Flows (Continued)
Years Ended June 30, 2006 and 2005

2006 2005

Reconciliation of Net Operating Revenues (Expenses) to
Net Cash Provided By (Used In) Operating Activities
Loss from operations $ 276377) $ (685,634)
Adjustments to reconcile income from operations
to net cash provided by operating activities

Depreciation 431,688 461,375
Loss on sale of assets 15,180 —
Decrease (increase) in
Patient receivables 471,477 (319,798)
Other receivables (8,801) 574)
Inventories 4,876 (17,055)
Prepaid expenses (42,225) (3,474)
Increase (decrease) in
Accounts payable (19,657) 90,012
Accrued salaries, wages, benefits and other (31,971) (9,642)
Third-party payer settlements payable (414.025) 1,298.585
Net cash provided by operating activities $ 130,165 $ 813,795

See Notes to Financial Statements 11



Decatur County Hospital
Notes to Financial Statements
June 30, 2006 and 2005

Note 1:  Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

Decatur County Hospital (Hospital) is a county public hospital organized under Chapter 347 of the
Code of lowa. The Hospital primarily earns revenue by providing inpatient, outpatient and emer-
gency care services to patients in the Decatur County area.

Basis of Accounting and Presentation

The financial statements of the Hospital have been prepared on the accrual basis of accounting
using the economic resources measurement focus. Revenues, expenses, gains, losses, assets and
liabilities from exchange and exchange-like transactions are recognized when the exchange trans-
action takes place, while those from government-mandated nonexchange transactions (principally
county appropriations) are recognized when all applicable eligibility requirements are met. Operat-
ing revenues and expenses include exchange transactions and program-specific, government-
mandated nonexchange transactions. Government-mandated nonexchange transactions that are not
program specific (such as county appropriations), property taxes, investment income and interest
on capital assets-related debt are included in nonoperating revenues and expenses. The Hospital
first applies restricted net assets when an expense or outlay is incurred for purposes for which both
restricted and unrestricted net assets are available.

The Hospital prepares its financial statements as a business-type activity in conformity with appli-
cable pronouncements of the Governmental Accounting Standards Board (GASB). Pursuant to
GASB Statement No. 20, the Hospital has elected to apply the provisions of all relevant pro-
nouncements of the Financial Accounting Standards Board (FASB) that were issued on or before
November 30, 1989, and do not conflict with or contradict GASB pronouncements.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally ac-
cepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and li-
abilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Cash Equivalents
The Hospital considers all liquid investments with original maturities of three months or less to be

cash equivalents. At June 30, 2006 and 2005, cash equivalents consisted primarily of money mar-
ket accounts.

12



Decatur County Hospital
Notes to Financial Statements
June 30, 2006 and 2005

Property Taxes

The Hospital received approximately 8% of its financial support from property tax revenues in the
years ended June 30, 2006 and 2005, which were used to support operations. The Hospital levies
the tax in March of each year based on assessed valuation of property in the County as of the sec-
ond preceding January 1. Tax bills are sent by the County in August and the taxes are payable half
on September 1 and March 1, and become delinquent after October 1 and April 1, respectively.

Property tax receivable is recognized on the levy or lien date, which is the date that the tax asking
is certified by the County Board of Supervisors. The succeeding property tax receivable represents
taxes certified by the Board of Supervisors to be collected in the next fiscal year for the purposes
set out in the budget for the next fiscal year. By statute, the Board of Supervisors is required to
certify the budget in March of each year for the subsequent fiscal year. However, by statute, the
tax asking and budget certification for the following fiscal year becomes effective on the first day
of that year. Although the succeeding year property tax receivable has been recorded, the related
revenue is deferred and will not be recognized as revenue until the year for which it is levied.

Risk Management

The Hospital is exposed to various risks of loss from torts; theft of, damage to and destruction of

assets; business interruption; errors and omissions; employee injuries and illnesses; natural disas-
ters; and employee health, dental, vision, short-term disability and accident benefits. Commercial
insurance coverage is purchased for claims arising from such matters. Settled claims have not ex-
ceeded this commercial coverage in any of the three preceding years.

Patient Accounts Receivable

The Hospital reports patient accounts receivable for services rendered at net realizable amounts
from third-party payers, patients and others. The Hospital provides an allowance for uncollectible
accounts based upon a review of outstanding receivables, historical collection information and ex-
isting economic conditions.

Supplies

Supply inventories are stated at cost, determined using the first-in, first-out method.

Capital Assets

Capital assets are recorded at cost at the date of acquisition, or fair value at the date of donation if
acquired by gift. Depreciation is computed using the straight-line method over the estimated useful
life of each asset. Assets under capital lease obligations and leasehold improvements are depreci-
ated over the shorter of the lease term or their respective estimated useful lives. The following es-
timated useful lives are being used by the Hospital:

Land improvements 10 to 25 years

13



Decatur County Hospital
Notes to Financial Statements
June 30, 2006 and 2005

Buildings, improvements and fixed equipment 5 to 40 years
Major moveable equipment 3 to 20 years
Compensated Absences

Hospital policies permit most employees to accumulate paid time off benefits that may be realized
as paid time off or, in limited circumstances, as a cash payment. Expense and the related liability
are recognized as benefits are earned whether the employee is expected to realize the benefit as
time off or in cash. Compensated absence liabilities are computed using the regular pay and termi-
nation pay rates in effect at the balance sheet date plus an additional amount for compensation-
related payments such as social security and Medicare taxes computed using rates in effect at that
date.

Net Assets

Net assets of the Hospital are classified in three components. Net assets invested in capital assets,
net of related debt, consist of capital assets net of accumulated depreciation and reduced by the out-
standing balances of borrowings used to finance the purchase or construction of those assets. Re-
stricted expendable net assets are noncapital assets that must be used for a particular purpose as
specified by creditors, grantors or donors external to the Hospital, including amounts deposited
with trustees as required by bond indentures, reduced by the outstanding balances of any related
borrowings. Unrestricted net assets are remaining assets less remaining liabilities that do not meet
the definition of invested in capital assets, net of related debt, or restricted expendable net assets.

Net Patient Service Revenue

The Hospital has agreements with third-party payers that provide for payments to the Hospital at
amounts different from its established rates. Net patient service revenue is reported at the esti-
mated net realizable amounts from patients, third-party payers and others for services rendered and
include estimated retroactive revenue adjustments and a provision for uncollectible accounts. Ret-
roactive adjustments are considered in the recognition of revenue on an estimated basis in the pe-
riod the related services are rendered and such estimated amounts are revised in future periods as
adjustments become known.

Charity Care

The Hospital provides care without charge or at amounts less than its established rates to patients
meeting certain criteria under its charity care policy. Because the Hospital does not pursue collec-
tion of amounts determined to qualify as charity care, these amounts are not reported as net patient
service revenue. Charges excluded from revenue under the Hospital’s charity care policy were
$8,278 and $4,454 for 2006 and 2005, respectively.

14



Decatur County Hospital
Notes to Financial Statements
June 30, 2006 and 2005

Income Taxes

As an essential government function of the County, the Hospital is generally exempt from federal
and state income taxes under Section 115 of the Internal Revenue Code and a similar provision of
state law. However, the Hospital is subject to federal income tax on any unrelated business taxable
income.

Reclassification

Certain reclassifications have been made to the 2005 financial statements to conform to the 2006
presentation. The reclassifications had no effect on the changes in financial position.

Note 2: Net Patient Service Revenue

The Hospital has agreements with third-party payers that provide for payments to the Hospital at
amounts different from its established rates. These payment arrangements include:

¢ Medicare. Inpatient and outpatient services and defined capital cost related to
Medicare beneficiaries are paid based on a cost reimbursement methodology.
The Hospital is reimbursed for certain services at a tentative rate with final set-
tlement determined after submission of annual cost reports by the Hospital and
audits thereof by the Medicare Fiscal Intermediary. Estimated settlements have
been reflected in the accompanying financial statements.

¢ Medicaid. Inpatient and outpatient services rendered to Medicaid Program
beneficiaries were reimbursed based upon a cost reimbursement methodology.
The Hospital is reimbursed at a tentative rate with the final settlement determined
after submission of annual cost reports by the Hospital and audits thereof by the
Medicaid Program.

The Hospital has also entered into payment agreements with certain commercial insurance carriers,
health maintenance organizations and preferred provider organizations. The basis for payment to

the Hospital under these agreements includes prospectively determined rates per discharge, dis-
counts from established charges and prospectively determined daily rates.

Note 3: Deposits, Investments and Interest Income

Deposits
Custodial credit risk is the risk that, in the event of a bank failure, a government’s deposits may not

be returned to it. The Hospital’s deposit policy for custodial risk requires compliance with the pro-
visions of state law.
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Decatur County Hospital
Notes to Financial Statements
June 30, 2006 and 2005

The Hospital had no bank balances exposed to custodial credit risk at June 30, 2006 and 2005. The
Hospital’s deposits in banks at June 30, 2006 and 2005 were entirely covered by federal depository
insurance or the State Sinking Fund in accordance with Chapter 12C of the Code of Iowa. This
chapter provides for additional assessments against the depositories to insure there will be no loss
of public funds.

Investments

The Hospital is authorized by statute to invest public funds in obligations of the United States gov-
ernment, its agencies and instrumentalities; certificates of deposit or other evidences of deposit at
federally insured depository institutions approved by the Board of Trustees; prime eligible bankers
acceptances; certain high rated commercial paper; perfected repurchase agreements; certain regis-
tered open-end management investment companies; certain joint investment trusts, and warrants or
improvement certificates of a drainage district. The Hospital’s investment policy does not limit in-
vestments on interest rate risk and credit risk. The Hospital complies with State of lowa statues in
regards to interest rate credit risk.

At June 30, 2006 and 2005 the Hospital’s deposits and investments at fair market value are as fol-
lows:

2006 2005

Carrying value
Deposits $ 3,110,507 $ 2,716,616
Investment in common stock — 17,294

$_ 3.110,507 $__ 2,733.910

Included in the following balance sheet captions

Cash and cash equivalents $ 379,443 $ 1,005,944
Short-term investments 600,000 —
Other noncurrent cash and deposits 2,131,064 1,727,966

$_ 3.110,507 $__ 2,733.910

Interest Income

Interest income for the years ended June 30, 2006 and 2005, amounted to $77,995 and $28,944, re-
spectively.

Note 4: Patient Accounts Receivable
The Hospital grants credit without collateral to its patients, many of whom are area residents and

are insured under third-party payer agreements. Patient accounts receivable at June 30, 2006 and
2005 consisted of:
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Medicare
Medicaid
Patients and other third-party payers

Less allowance for uncollectible accounts

Note 5: Capital Assets

2006 2005
$ 282,339 $ 542,075
75,745 159,453
715,178 853.166
1,073,262 1,554,694
200,735 210,690

$ 872,527 $__ 1,344,004

Capital assets activity for the years ended June 30, 2006 and 2005 follows:

Beginning Ending
Balance Additions Disposals Balance
2006
Land $ 44,272 $ — 3 — 3 44,272
Land improvements 116,814 — — 116,814
Buildings and leasehold
improvements 4,214,586 16,071 — 4,230,657
Major movable equipment 2,576,924 48,848 (152,111) 2,473,661
Construction in progress 34,057 14,044 — 48,101
6,986,653 78.963 (152.111) 6.913,505
Less accumulated depreciation
Land improvements (44,811) (7,494) — (52,305)
Buildings and leasehold im-
provements (1,772,860) (141,419) — (1,914,279)
Major movable equipment (1,568.,844) (282,775) 135,281 (1,716,338)
(3.386.,515) (431,688) 135,281 (3.682,922)
Capital assets, net $_3.600,138 $_(352,725) $__ (16,830) $_3,230,583
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June 30, 2006 and 2005

Beginning Ending
Balance Additions Disposals Balance
2005
Land $ 44272 $ — 3 — 44,272
Land improvements 116,814 — — 116,814
Buildings and leasehold
improvements 4,090,279 128,307 (4,000) 4,214,586
Major movable equipment 2,545,096 60,554 (28,726) 2,576,924
Construction in progress — 34,057 — 34,057
6.796.461 222,918 (32,726) 6,986,653
Less accumulated depreciation
Land improvements (37,265) (7,546) — (44,811)
Buildings and leasehold im-
provements (1,636,641) (138,886) 2,667 (1,772,860)
Major movable equipment (1,282,045) (314.943) 28,144 (1,568.,844)
(2,955.951) (461,375) 30,811 (3.386.,515)
Capital assets, net $_3.840,510 $_ (238457) $ (1,915) $_3,600,138

Note 6: Medical Malpractice Insurance

The Hospital purchases medical malpractice insurance under a claims-made policy on a fixed pre-
mium basis. Accounting principles generally accepted in the United States of America require a
health care provider to accrue the expense of its share of malpractice claim costs, if any, for any re-
ported and unreported incidents of potential improper professional service occurring during the
year by estimating the probable ultimate costs of the incidents. Based upon the Hospital’s claims

experience, no such accrual has been made.

Note 7: Long-term Obligations

The following is a summary of long-term obligation transactions for the Hospital for the years

ended June 30, 2006 and 2005:

2006
Beginning Ending Current
Balance Additions  Deductions  Balance Portion
Long-term debt

Great Western Bank (A) $ 722476 $ — 3 (73,704) $ 648,772 $ 53,512
American State Bank (B) 357,187 — (42,234) 314,953 44,276
Capital lease obligations (C) 487.419 — (158.854) 328,565 167,763
Total long-term debt $_ 1,567,082 $ — $_ (274792) $_1.292290 $__ 265.551

18



Decatur County Hospital
Notes to Financial Statements
June 30, 2006 and 2005

2005
Beginning Ending Current
Balance Additions Deductions Balance Portion
Long-term debt

Great Western Bank (A) $ 772,741 $ — % (50,265) $ 722,476 $ 79,149
American State Bank (B) 397,166 — (39,979) 357,187 42,235
Capital lease obligations (C) 636,906 — (149.487) 487.419 158,922
Total long-term debt $_ 1,806,813 $ — $_ (239.731) $_1,567,082 $__ 280,306

(A) The Great Western note payable requires monthly payments of principal and interest with inter-
est at variable rate ranging from 5.59% to 7.95%. This note is collateralized by patient reve-
nues. Principal and interest payments are due through August 2015.

(B) American State Bank note payable requires monthly payments of principal an interest with in-
terest at a rate of 5.5%. This note is collateralized by patient revenues. Principal and interest
are due through July 2012.

(C) At varying rates of imputed interest from 5.0% to 5.3% maturing through 2009 and collateral-
ized by leased equipment. Equipment includes the following property under capital leases:

2006 2005
Equipment $ 978970 $ 977,970
Less accumulated depreciation 494,022 316,147

$ 484,948 $ 661,823

The debt service requirements as of June 30, 2006 are as follows for Great Western and American
State Bank notes payable:

Total to be
Year Ending June 30, 2006 Paid Principal Interest
2007 $ 148,760 $ 97,788 $ 50,972
2008 149,154 101,708 47,446
2009 149,153 107,678 41,475
2010 149,153 114,000 35,153
2011 149,153 120,693 28,460
2012-2016 475,176 421,858 53,318

$_ 1220549 $ 963,725 $ 256,824
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The following is a schedule by year of future minimum lease payments under capital lease obliga-
tions as of June 30, 2006:

Year Ending June 30, 2006 Principal Interest
2007 $ 167,763  $ 14,412
2008 135,038 5,741
2009 25.764 735

$ 328,565 $ 20,888

Note 8: Designated Net Assets

Of the $3,069,207 and $2,652,285 of the unrestricted net assets at June 30, 2006 and 2005, respec-
tively, the Board of Trustees has designated $2,131,064 and $1,727,966 for capital acquisitions, re-
spectively. Designated funds remain under the control of the Board of Trustees, which may, at its
discretion, later use the funds for other purposes. Designated funds as found above in Note 3 are
reflected in other noncurrent cash and investments.

Note 9: Pension Plan

Plan Description

The Hospital contributes to the lowa Public Employees’ Retirement System (IPERS), a cost-
sharing multiple-employer defined benefit pension plan administered by the State of lowa. Pension
expense is recorded for the amount the Hospital is contractually required to contribute for the year.
The plan provides retirement and death benefits, which are established by State Statute, to plan
members and beneficiaries. The plan issues a publicly available financial report that includes fi-
nancial statements and required supplementary information for the plan. The report may be ob-
tained by writing to the plan at IPERS, P.O. Box 9117, Des Moines, lowa 50306-9117.

Funding Policy

Plan members are required to contribute 3.7% of their annual covered salaries and the Hospital is
required to contribute 5.75% of annual covered payroll for each of the years 2006 and 2005. Con-
tribution requirements are established by State statute. The Hospital’s contributions to the plan for
2006, 2005 and 2004 were $157,642, $186,700 and $165,500, respectively, which equaled the re-
quired contributions for each year.
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Note 10: Related Party

The Hospital has a contractual arrangement with Mercy Medical Center — Des Moines (Mercy),
under which Mercy provides management consultation and other services to the Hospital. The ar-
rangement does not alter the authority or responsibility of the Board of Trustees of the Hospital.
The amount paid to Mercy for services during the years ended June 30, 2006 and 2005 were ap-
proximately $280,300 and $249,000, respectively. Accounts payable due to Mercy for the years
ended June 30, 2006 and 2005 were $52,029 and $12,502, respectively.

Note 11: Budget and Budgetary Accounting

In accordance with the Code of Iowa, the Board of Trustees annually adopts a budget on a cash ba-
sis following required public notice and hearings for all funds. The annual budget may be amended
during the year utilizing similar statutorily-prescribed procedures.

The following is a reconciliation between reported amounts and cash basis presentation as well as a
comparison to budget, for the year ended June 30, 2006:

Accrual Cash
Actual Adjustments  Basis Budget
Amount to be raised by taxation $ 583575 $ — $ 583,575 $ 584,248
Other revenues/receipts 7,393,518 57452 7.450,970 8,186,995
7,977,093 57,452 8,034,545 8,771,243
Expenses/disbursements 7,654,933 94,227 7,749,159 9.051.,807
322,160 (36,775) 285,386 (280,564)
Balance, beginning of year 4,685,341 81,626 4,766,966 4,766,966
Balance, end of year $ 5007501 $_ 44,851 $_5,052352 $_ 4,486,402

Note 12: Medicaid Review of FOCUS Program

The Hospital received notification from the lowa Department of Human Services (DHS) that it is in
violation of certain regulations in connection with its FOCUS Program and is subject to repayment
for patient services previously billed. The Hospital is working with legal counsel to review this in-
formation and, as of the date of this report, a final agreement with Iowa DHS has not been reached.
The Hospital has included a provision in the financial statements for an adverse outcome that may
ultimately result from this matter. Events could occur that would cause the estimate of ultimate
loss to differ materially in the near term.
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Patient Care Services
Medical and surgical
Nursery
Skilled nursing
Respite
Observation

Other Professional Services
Operating room
Labor and delivery room
Laboratory
Central services and supplies
Emergency room
Ambulance
Electrocardiology
Radiology
CT scans
Vascular imaging
Cardiac rehabilitation
Mental health
Pharmacy
Anesthesiology
Respiratory therapy
Physical therapy
Occupational therapy
Speech therapy
Clinics
Home health services
Diabetic education

Gross Patient Service Revenue

Contractual Adjustments

Net Patient Service Revenue before Provi-
sion for Uncollectible Accounts

Provision for Uncollectible Accounts

Net Patient Service Revenue

Decatur County Hospital

Schedules of Patient Service Revenues

Years Ended June 30, 2006 and 2005

2006 2005

Total Inpatient Outpatient Total Inpatient Outpatient
$ 552,143 552,143 — $ 630,548 $ 630,548 —
— — — 5,810 5,810 —
220,564 220,564 — 215,398 215,398 —
97,089 97,089 — 6,395 6,395 —
317,660 — 317,660 209,046 — 209,046
1,187,456 869.796 317,660 1,067,197 858,151 209,046
1,190,878 101,376 1,089,502 1,034,511 140,305 894,206
— — — 10,080 8,780 1,300
1,415,679 206,848 1,208,831 1,026,623 255,218 771,405
114,744 23,046 91,698 148,956 23,485 125,471
612,260 5,612 606,648 571,577 45,512 532,065
615,817 12,263 603,554 516,527 14,257 502,270
96,293 6,327 89,966 83,417 15,159 68,258
1,702,248 119,533 1,582,715 820,813 86,085 734,728
— — — 318,436 45,189 273,247
119,091 18,115 100,976 412,512 18,815 393,697
22,272 — 22,272 44,228 — 44,228
— — — 445,821 4914 440,907
2,126,807 641,333 1,485,474 1,647,321 610,849 1,036,472
519,894 43,624 476,270 383,776 46,340 336,936
533,304 307,982 225,322 531,972 326,859 205,113
417,559 102,869 314,690 424,891 85,446 339,445
20,526 13,250 7,276 28,187 12,281 15,906
33,997 22,171 11,826 7,540 5,822 1,718
28,619 — 28,619 380,603 — 380,603
— — — 765,143 — 765,143
10,194 — 10,194 12,098 — 12,098
9.580,182 1,624,349 7.955.833 9.621,032 1,745,816 7.875.216
10,767,638 2,494,145 8,273,493 10,688,229  $__ 2.603.967 8,084,262

3,550,979 3,135,193

7,216,659 7,553,036

(286,941) (286.845)

$__ 6,929,718 $__ 7.266.191
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Decatur County Hospital
Schedules of Other Revenues
Years Ended June 30, 2006 and 2005

2006 2005

Cafeteria $ 38,028 $ 45,958
Laundry 1,039 1,019
Medical records 2,154 3,571
Medicaid administrative claiming reimbursement — 9,161
Grant revenue 211,777 197,086
Miscellaneous 124,632 63.412

$ 377,630 $ 320,207
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Decatur County Hospital
Schedules of Operating Expenses
Years Ended June 30, 2006 and 2005

ve

2006 2005
Total Salaries Other Total Salaries Other

Nursing Services
Nursing administration $ 60,939 $ 54,861 $ 6,078 $ 46,013 $ 43,755 $ 2,258
Medical and surgical 797,488 740,825 56,663 675,715 634,446 41,269
Nursery — — — 1,747 1,625 122
Labor and delivery — — — 1,304 1,193 111
858,427 795,686 62,741 724,779 681,019 43,760

Other Professional Services

Operating room 241,325 166,982 74,343 252,791 167,326 85,465
Central services and supplies 60,324 —_ 60,324 42,582 —_ 42,582
Emergency room 204,276 180,476 23,800 177,587 156,340 21,247
Radiology 264,482 177,710 86,772 281,383 165,485 115,898
Ambulance 213,552 183,881 29,671 182,344 159,377 22,967
Ultrasound 35,002 — 35,002 32,954 — 32,954
Cardiac rehabilitation 15,844 14,150 1,694 21,401 19,576 1,825
Laboratory 446,257 138,841 307,416 365,548 132,959 232,589
Pharmacy 384,496 38,309 346,187 383,917 36,130 347,787
Social services 20,988 20,862 126 21,963 21,760 203
Home health — — — 373,888 283,404 90,484
Anesthesiology 6,022 —_ 6,022 3,382 —_ 3,382
Respiratory therapy 107,037 79,954 27,083 125,851 81,416 44,435
Physical therapy 63,175 44,385 18,790 22,060 — 22,060
Occupational therapy 323 — 323 210 — 210
Mental health 139,365 79,398 59,967 308,179 239,313 68,866
Clinics 30,984 22,187 8,797 292,804 252,406 40,398
Medical records 118,469 94,787 23,682 114,075 87,328 26,747
Quality assurance 35,742 32,771 2,971 32,906 32,061 845
Infusion 448 448 — — — —
2,388,111 1,275,141 1,112,970 3,035,825 1,834,881 1,200,944

General Services
Operation of plant 418,821 114,252 304,569 429,219 116,546 312,673
Laundry 27,469 14,787 12,682 29,027 20,414 8,613
Dietary 255,176 178,260 76,916 244,890 161,600 83,290
Housekeeping 106,320 86,148 20.172 119.063 99.284 19.779
807,786 393,447 414,339 822,199 397.844 424,355
Administrative Services 775.137 434,707 340,430 756,135 430,068 326,067
Employee Benefits 743,970 743,970 888,754 888,754
Purchased Services and Professional Fees 1,515,379 1,515,379 1,486,254 1,486,254
Depreciation and amortization 431,688 431,688 461.375 461,375
Insurance 63.227 63.227 97.251 97.251
$ 7,583,725 $ 2,898,981 $ 4,684,744 $ 8,272,572 $ 3,343,812 $ 4,928,760
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Decatur County Hospital
Schedules of Patient Receivables and
Allowance for Uncollectible Accounts
Years Ended June 30, 2006 and 2005

Schedules of Patient Receivables

Amounts Percent to Total
2006 2005 2006 2005
Days Since Discharge
0-30 $ 771,660 $ 967,391 57% 57%
31 -60 207,289 252,942 16 15
61 -90 135,633 125,901 10 7
91 -120 81,910 120,951 6 7
121 and over 151,770 228.195 11 14
1,348,262 1,695,380 100% 100%
Less Contractual allowances 275,000 140,686
1,073,262 1,554,694
Less Allowance for uncollectible
accounts 200,735 210,690

$ 872,527 $__ 1,344,004

Allowance for Uncollectible Accounts

2006 2005
Balance, beginning of year $ 210,689 $ 230,524
Provision for year 286,941 286,845
Recoveries of accounts previously written off 221,836 203,242
719,466 720,611
Less accounts written off 518,731 509.921
Balance, end of year $ 200,735 $ 210,690
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Decatur County Hospital

Schedules of Supplies and Prepaid Expenses
Years Ended June 30, 2006 and 2005

Supplies
2006 2005

Medical/surgical $ 1,157 1,410
Emergency 1,690 895
Radiology 5,370 5,599
Laboratory 43,970 49,656
Ambulance — 1,526
Plant operation and maintenance 23,709 21,369
Respiratory therapy 3,421 3,199
Dietary 4,974 6,496
Operating room 41,986 35,775
Pharmacy 51,005 56,564
Housekeeping 1,317 1,566
Laundry 1,675 1,095

$ 180,274 185,150

Prepaid Expenses
2006 2005

Insurance $ 7,178 21,570
Maintenance and other 79,241 22,624

$ 86,419 44,194
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Decatur County Hospital
Schedule of Officials
Year Ended June 30, 2006

Name Title

Term Expires

Board of Trustees

Guy Clark Chairman

Tom Thomas Secretary

Sherry Untiedt Treasurer

Bill Morain Member

Linda Chastain Member

Gwen Simpson Member

Leon Kessel Member

Hospital Officials

Darrel Vondrak Chief Executive Officer
Paula Pickens Chief Financial Officer

2010
2006
2008
2006
2006
2008
2010
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Decatur County Hospital

Schedules of Financial and Statistical Data

Years Ended June 30, 2006 and 2005

Patient Days
Medicare
Medicaid
Private and other

Medicare and Medicaid Percent
Percent of Occupancy
Discharges

Medicare

Medicaid
Private and other

Average Length of Stay in Days

2006 2005
1,404 1,555
68 106
1.002 318
2474 1,979
59.5% 83.9%
27% 22%
265 309
30 36
103 110
398 455
3.09 3.11
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Decatur County Hospital
Schedule of Insurance Coverage
Year Ended June 30, 2006

Chubb — Great Northern Insurance Company
Policy No0.3584-64-01 DMO, expiring June 30, 2007

Blanket building and contents

Loss of income and extra expense

Personal property in-transit

Personal property at a temporary storage site

Nuclear hazard

Valuable papers

Accounts receivable

EDP Media/Software

Crime (employee dishonesty, deposit forgery and credit card
forgery)

Chubb — Federal Insurance Company
Policy No. (06) 7354-2144, expiring July 1, 2007
Comprehensive automobile liability
Liability
Hired and non-owned auto physical damage
Policy No. 6800-7676, expiring July 1, 2007
Directors’ and officers’ liability
Executive liability
Entity coverage
Employment practices
Antitrust violations

Midwest Medical Insurance Company

Comprehensive hospital liability, expiring June 30, 2007
Hospital professional liability, Policy No. IHPO00087
General liability, Policy No. IHPO0O0O087
Employee benefits, Policy No. IHPO00087

Excess liability, expiring June 30, 2007
Excess medical liability, Policy No. IHPOO0O087
Umbrella liability, Policy No. IHPOO0087

10,683,612
7,739,467
50,000
25,000
5,000,000

Included in blanket limit

1,700,000

Included in blanket limit

250,000

1,000,000
25,000

1,000,000
1,000,000
1,000,000
1,000,000

1,000,000/3,000,000
1,000,000/3,000,000
1,000,000/3,000,000

3,000,000/3,000,000
3,000,000/3,000,000
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Independent Accountants’ Report on Internal Control
Over Financial Reporting and on Compliance and Other Matters
Based on an Audit of the Financial Statements
Performed in Accordance with Government Auditing Standards

Board of Trustees
Decatur County Hospital
Leon, Iowa

We have audited the financial statements of Decatur County Hospital as of and for the year ended

June 30, 2006, and have issued our report thereon dated September 22, 2006. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Hospital’s internal control over financial report-
ing in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide an opinion on the internal control over financial reporting. How-
ever, we noted certain matters involving the internal control over financial reporting and its operation that
we consider to be reportable conditions. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control over financial report-
ing that, in our judgment, could adversely affect the Hospital’s ability to record, process, summarize and
report financial data consistent with the assertion of management in the financial statements. The report-
able conditions are described in the accompanying schedule of findings and responses as items 06-1 and
06-2.

A material weakness is a reportable condition in which the design or operation of one or more of the in-
ternal control components does not reduce to a relatively low level the risk that misstatements caused by
error or fraud in amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. Our consideration of the internal control over financial reporting would not necessar-
ily disclose all matters in the internal control that might be reportable conditions and, accordingly, would
not necessarily disclose all reportable conditions that are also considered to be material weaknesses.
However, we believe the reportable conditions described above are not material weaknesses.
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Board of Trustees
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Hospital’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be re-
ported under Government Auditing Standards.

Compliance with Certain Provisions of lowa Law

The following comments about the Hospital’s compliance with certain provisions of lowa law for the year
ended June 30, 2006 are based exclusively on knowledge obtained from procedures performed during our
independent audit of the financial statements of the Hospital for the year ended June 30, 2006. Since our
audit was based on tests and samples, not all transactions that might have had an impact on the comments
were necessarily examined. In addition, it should be noted that our audit was not directed primarily
toward obtaining knowledge of compliance with the following items. Our procedures do not provide a
legal determination on the Hospital’s compliance with those requirements.

Official Depository Banks

A resolution naming official depositories has been adopted by the Board. The maximum deposit amounts
stated in the resolution were not exceeded during the year ended June 30, 2006.

Certified Budget

Budget hearings were held and publications were made in accordance with Chapter 24.9 of the Code of
Iowa. Hospital disbursements during the year ended June 30, 2006 did not exceed amounts budgeted.

Questionable Expenditures

We did not note any questionable expenditures that we believe may constitute an unlawful expenditure
from public funds or questionable disbursements that may not meet the public purpose requirements as
defined in an Attorney General’s opinion dated April 25, 1979. However, the following was noted:

Criteria or Specific Requirement — Management is responsible for establishing policies regarding
questionable expenditures.

Condition — The Board of Trustees has not adopted written policies surrounding questionable expen-
ditures that establish expenses considered to meet the public purpose and the required documentation
for those expenditures.

Context — Written policies are not in effect.
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Effect — Employees may not be aware of potential questionable expenditures and the need to docu-
ment their public purpose.

Cause — Written policies are not in place.

Recommendation — Management should establish policies to inform employees of what is considered
expenses that meet the public purpose and require documentation of that purpose.

Views of Responsible Officials and Planned Corrective Actions — Management concurs with the find-
ing and recommendations. Management will perform suggested action to enact policies to conform to
this requirement.

Travel Expense

No expenditures of Hospital money for travel expenses of spouses of Hospital officials were noted.
Mileage reimbursement was approved for employees not in excess of the IRS allowable limits.

Business Transactions

We noted no transactions between Hospital and Hospital officials or employees other than those
exempted by law; i.e., bankers on the Board of Trustees.

Trustee Minutes

No transactions were found that we believe should have been approved in the trustee minutes, but
were not.

Deposits and Investments

We noted no instances of noncompliance with the deposit and investment provisions of Chapters 12B and
12C of the Code of Iowa and the Hospital’s investment policy.

Unclaimed Property

Prior to November 1, 2005, the Hospital was required to file an annual report of unclaimed property
with the state treasurer in accordance with Chapter 556.11 of the Code of lowa. We noted the following
exception:

Criteria or Specific Requirement — Hospital management is responsible for filing a report of un-
claimed property or a negative report if no unclaimed property is on hand.

Condition — A report noting no unclaimed property was not filed in 2005 for the year ended June 30,
2004.

Context — The Hospital had no unclaimed property, but no report was filed.

Effect — Requirements were not met under Chapter 556.11 of the Code of lowa.
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Cause — Necessary reporting was not made in the current fiscal year.
Recommendation — Management should ensure necessary reporting is completed each year.

Views of Responsible Officials and Planned Corrective Actions — Management concurs with the find-
ing and recommendations. Management will perform suggested action to ensure all reporting is made
in accordance with the Code of Iowa.

Disbursements for Equipment and Supplies

We did not note any disbursements for equipment or supplies that we believe were not in accordance with
Chapter 347.13(3) of the Code of Iowa.

Compensation of Hospital Administrator, Assistants and Employees

No instances were noted in which compensation for the administrator, assistants or employees was deter-
mined other than in accordance with Chapter 347.13(5) of the Code of Iowa.

Internal Revenue Service Information Returns and Outside Services

We noted no instances where the Hospital failed to properly prepare a Form 1099 for outside services of
$600 or more or failed to properly classify workers as independent contractors versus employees.

sk ock sk sk ok ok ok

This report is intended solely for the information and use of the governing body and management and the
State of Iowa, and is not intended to be and should not be used by anyone other than these specified
parties.

/s/ BKD, LLP

Kansas City, Missouri
September 22, 2006
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Decatur County Hospital
Schedule of Findings and Responses
Year Ended June 30, 2006

Reference
Number Finding
06-1 Criteria or Specific Requirement—Management is responsible for establishing and

maintaining effective internal control over financial reporting.
Condition—Two positions have incompatible duties in the purchases cycle.

Context—The positions responsible for authorizing, processing and recording cash
disbursements have duties that include access to assets, recording responsibilities and
monitoring responsibilities.

Effect—Potentially material misstatements in the financial statements or material
misappropriations of assets due to error or fraud could occur and not be prevented or
detected in a timely manner.

Cause—Duties in the purchases cycle are not adequately segregated and monitoring or
other compensating controls are insufficient.

Recommendation—Management should periodically evaluate the costs versus the
benefits of further segregation of duties or addition of monitoring or other compensat-
ing controls and implement those changes it deems appropriate for which benefits are
determined to exceed costs.

Views of Responsible Officials and Planned Corrective Actions—Management
concurs with the findings and recommendations. Management will perform suggested
evaluation and make any changes that are cost effective and operationally feasible
within the next year.
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Decatur County Hospital
Schedule of Findings and Responses (Continued)
Year Ended June 30, 2006

Reference
Number Finding
06-2 Criteria or Specific Requirement—Management is responsible for establishing and

maintaining effective internal control over financial reporting.

Condition—Two individual positions have incompatible duties in the payroll account-
ing cycle.

Context—The positions responsible for processing, recording and monitoring payroll
information have duties that include access to assets, recording responsibilities and
some monitoring responsibilities.

Effect—Potentially material misstatements in the financial statements or material
misappropriations of assets due to error or fraud could occur and not be prevented or
detected in a timely manner.

Cause—Duties in the payroll accounting cycle are not adequately segregated and
monitoring or other compensating controls are insufficient.

Recommendation—Management should periodically evaluate the costs versus the
benefits of further segregation of duties or addition of monitoring or other compensat-
ing controls and implement those changes it deems appropriate for which benefits are
determined to exceed costs.

Views of Responsible Officials and Planned Corrective Actions—Management con-
curs with the findings and recommendations. Management will perform suggested
evaluation and make any changes that are cost effective and operationally feasible
within the next year.
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Board of Trustees
Decatur County Hospital
Leon, Iowa

As part of our audit of the financial statements of Decatur County Hospital for the year ended June 30,
2006, we studied and evaluated the Hospital’s internal control structure. Because the study and
evaluation was only part of the overall audit plan regarding the financial statements, it was not intended to
be a complete review of all your accounting procedures and, therefore, would not necessarily disclose all
reportable conditions or opportunities for improvement. We observed the following matters and offer
these comments and suggestions.

Estimate of Contractual Allowances

At year end, we noted that the estimate for contractual allowances was using rates from the prior
year instead of new rates for the current year, which were included in the Medicare correspondence
the Hospital received during the year. In addition, we noted the Hospital’s estimate for the
allowance for uncollectible accounts, i.e., bad debts, did not include an estimate for accounts
receivable that are less than 90 days outstanding.

We recommend the Hospital use the most current rates to estimate its contractual allowance and
include in the estimate for uncollectible accounts an estimate for accounts that are less than 90 days
old.

Unlocated Checks

We noted in the check registers subsequent to June 30, 2006, lapses in check numbers. As a result
of our testing, we were unable to locate 10 out of 15 checks. We recommend the Hospital review
check registers after each period accounts payable disbursements for lapses in check numbers and
identify any missing check numbers and document why there is a lapse in the check number and
maintain documentation of the missing check numbers.

Journal Entries

We noted no formal approval of journal entries. We recommend signing off on journal entries to
indicate approval and attaching support for all journal entries.

Required Vacations for Certain Employees

Currently, there is no formal policy requiring vacations to be taken by certain employees whose
positions affect some aspect of the accounting and finance functions at the Hospital. We
recommend requiring mandatory one week vacations be taken by such personnel yearly such that
another employee performs the finance or accounting related tasks the employee is responsible for.
Required vacations of finance and accounting personnel provide an added measure that may help
reduce or prevent fraudulent behavior.
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Corporate Compliance

We understand through discussions with management and review of the corporate compliance
questionnaire, that the Hospital is operating under a corporate compliance program. In addition,
we understand that identifying, detecting and deterring fraud at the Hospital is part of the objective
of the compliance program. During 2006, we understand the Hospital conducted compliance
committee meetings and conducted new employee compliance training and education. These
functions contribute to the effectiveness of a corporate compliance program and should be
continued in future years.

Although the Hospital is performing some functions related to its corporate compliance program,
we noted on the corporate compliance questionnaire that the Hospital marked that it has not
conducted a risk assessment, the plan has not been reviewed for needed revisions, no reports have
been made to the Board and an independent review of its corporate compliance program. We
recommend the Hospital conduct a risk assessment, review the plan document for necessary
revisions and consider conducting an independent review of its corporate compliance program as
suggested by the OIG.

Risk Assessment Audit Standards

During the past year, the AICPA issued the Risk Assessment Suite of Standards (Statements of
Auditing Standards Numbers 104 through 111). These Statements establish standards and provide
guidance concerning the auditor’s assessment of the risks of material misstatement in a financial
statement audit and provide guidance on the design and performance of the audit procedures whose
nature, timing and extent are designed to address the assessed risks. In addition, the Statements
establish standards and guidance on planning and supervision, the nature of audit evidence and
evaluating whether the audit evidence obtained affords a reasonable basis for an opinion on the
financial statements.

Overall, the primary objective of these Statements is to enhance the auditor’s application of the
audit risk model in conducting audits by specifying a more in-depth understanding of the
organization and its environment, including its internal control, to identify the risks of material
misstatement in the financial statements and what the organization is doing to mitigate the risks.
These Standards are effective for fiscal years beginning on or after December 15, 2006.

These Standards will have a significant impact on the Hospital’s audit once they become effective,
which will most likely be June 30, 2008.

We appreciate the opportunity to present these comments and suggestions. This letter does not express an
opinion on the Hospital’s overall internal control structure; it does, however, include items that we
believe merit your consideration. We can discuss these matters further at your convenience and provide
any implementation assistance for changes or improvements you may require.

This letter is intended solely for the information and use of the Board of Trustees and management and is
not intended to be and should not be used by anyone other than these specified parties.

/s/ BKD, LLP

Kansas City, Missouri
September 22, 2006



